a distribution contract by selling in an unauthorized territory involves an active effort. To the extent that the opportunism construct itself is poorly understood, its potential outcomes remain ambiguous. Also, if nuances among forms of opportunism are unclear, deploying strategies for suppressing opportunistic behavior becomes problematic. On that note, there is evidence suggesting that some of the mechanisms that are often identified as potential solutions to the opportunism problem may undermine an exchange relationship (John 1984; Murry and Heide 1998; Reve and Stern 1986 ).
This article is organized as follows: First, we review and synthesize existing theoretical perspectives on opportunism. Throughout the discussion, we present actual industry cases that have been described by researchers as involving opportunism of various kinds. Second, we develop a conceptual framework of strategies for managing opportunism. As we show, although the extant literature has identified a range of possible strategies, they have not always been linked with particular forms of opportunism. Moreover, the criteria for selecting strategies have not been made explicit. Regarding the latter, we identify first-order effects within a particular relationship and second-order effects across relationships. We also draw on the emerging literature on self-enforcing agreements (e.g., Dutta, Bergen, and John 1994) to explore the trade-offs between (1) attempting to suppress opportunism entirely and (2) purposely tolerating some nonzero level of opportunistic behavior.
Theoretical Perspectives on Opportunism
In this section, we explore how opportunism has been conceptualized in the extant literature. We start by reviewing Williamson's (1975) original definition, which involves "blatant" opportunism. Next, we discuss lawful opportunism (Williamson 1991a ) within the context of relational contracts. We close by developing a conceptual framework that details (1) the specific forms opportunism may take and (2) their outcomes. In Table 1 , we summarize the industry cases we reference throughout the section.
TABLE 1 Examples of Industry Cases Involving Opportunism

Authors and Source Situation Blatant Opportunism: The Strong Form Assumption
In the original transaction cost literature, opportunism is defined in general terms as "self-interest seeking with guile" (Williamson 1975 , p. 6). What sets opportunism apart from the standard economic assumption of self-interest-seeking behavior is the notion of guile. In his subsequent work, Williamson (1985, p . 47) describes guile as "lying, stealing, cheating, and calculated efforts to mislead, distort, disguise, obfuscate, or otherwise confuse." In practical terms, this characterization allows for the possibility that human beings are only "weakly moral" (Douglas 1990) and cannot be counted on to honor contracts or fixed rules of interaction (John 1984; Williamson 1993 ). The previous conceptualization has been described as "blatant" or "strong form" opportunism (Masten 1988) . As suggested by Williamson's (1985) discussion, this form of opportunism may manifest itself through both (1) deliberate misrepresentation of various kinds during relationship initiation (i.e., ex ante) and (2) various forms of violations over the course of the relationship (i.e., ex post).
Consider first opportunism at the relationship initiation stage. The following summary describes the interaction between Ford and Lear Corporation:
In creating the 1996 version of Ford Taurus, Ford Corporation tried to change its prior purchasing practices. Rather than playing the suppliers off against each other with constant rounds of bidding, Ford wanted to form long-term relationships with a few suppliers. One key element in the new car model was the seats. In the case of the new Taurus, Ford decided to outsource the whole process to one single supplier, Lear Corporation. As it turned out, in promising to design and manufacture seats for two sedans, a station wagon, and a high-performance model, Lear deliberately committed to a contract they knew they would not be able to fulfill. Among other problems, Lear had a severe shortage of engineering talent, as a result of having hired "'green college graduates who barely knew a bolster from a bezal." According to Ford, Lear missed deadlines, failed to meet weight and price objectives, and furnished parts that did not work. (Walton 1997) From a theoretical standpoint, Lear's failure to disclose its "true attributes" (Williamson 1996 ) illustrates a particular form of opportunism, namely, the problem of adverse selection (Akerlof 1970). Ultimately, Ford incurred substantial transaction costs, in the form of both (I) direct management costs and (2) opportunity costs due to delivery and quality problems in the downstream market.
Conceptually, the previous example may be viewed as passive opportunism, in the sense that one party to the exchange (i.e., Lear) purposely withheld critical information (Kreps 1990 ) about the lack of engineering talent and other characteristics. Opportunism may also manifest itself actively at this stage, to the extent that a party deliberately lies or "misrepresents material facts" (Shell 1991 By misrepresenting rivals' bids, L6pez deliberately misguided GM's suppliers. Conceptually, this represents an example of active opportunism, in contrast with the Lear example, in which information was (passively) withheld. In essence, these situations represent opportunism by commission and omission, respectively. Blatant opportunism may also manifest itself in the form of shirking or evasion of obligations in the ongoing relationship. For example, retailers frequently enter into contracts and receive allowances for displaying promotional materials without following through (Murry and Heide 1998). Similarly, franchisees sometimes fail to purchase the required supplies or follow the franchising system's established quality procedures (Hadfield 1990) . These examples, which are manifestations of the so-called moral hazard problem, all involve passive opportunism, in the sense that one of the parties to the exchange is purposely withholding effort (Griesinger 1990 
Lawful Opportunism Under Relational Contracting
The defining feature of blatant opportunism, besides a lack of adherence to general norms such as truthfulness, is the failure to honor a contract. More specifically, the notion of guile, according to Williamson's (1975) All of these are examples of so-called relational contracts (Macneil 1978) . Such contracts, which are sometimes described as "social contracts" (John 1984; Macneil 1980) , are often incomplete in a formal sense. These contracts have been described as "frameworks" (Llewellyn 1931 ) rather than complete governance devices in their own right. Nevertheless, legal scholars have argued that relational contracts should be relied on by the legal system. For example, Hadfield (1990, p. 930) argues that "the courts should determine the likelihood that the contracting parties themselves implicitly or explicitly relied on the relational norms to supply the commitments they could not reduce to written form."
As noted previously, transaction cost theory and related literature have extended the original notion of opportunism to the domain of relational contracts (e.g., Muris 1981; Williamson 1979 Williamson , 1985 Williamson , 1991 . Williamson (1991a) has used the term "lawful opportunism" to describe violations that do not pertain to a formal contract. Unfortunately, however, the precise meaning of the opportunism concept itself under a relational contracting scenario has not been stated clearly. Macneil (1981, p. 1023) suggests that a necessary starting point is a delineation of the term "guile," which he defines as "taking advantage of opportunities with little regard for principles or consequences." However, a full definition requires "principles and consequences" to be defined. Different branches of literature have somewhat divergent perspectives on this: Economists often place greater emphasis on consequences (or outcomes), whereas legal scholars focus more on the principles themselves.
Consider first the economics perspective. Typically, a lack of contractual detail enables a party to exploit loopholes either passively, by evading informally stated obligations, or actively, by engaging in behaviors that unilaterally improve the party's terms of trade. Regarding the former, a franchisee can (passively) take advantage of a lack of formality in a franchisor's contract to maintain poor store standards or produce poor-quality food (Rubin 1990) . Given that such shirking produces immediate cost savings to the franchisee, it is not an uncommon phenomenon (Hadfield 1990 ship. In our opinion, taking advantage of a lock-in situation would not be opportunistic unless it violated an existing norm of not doing so. According to Macneil (1981 Macneil ( , p. 1024 , classifying a given action as opportunistic requires an assessment of whether it was "contrary to the principles of the relation in which it occurs." Otherwise, a given behavior, even if it takes place under conditions of unequal bargaining power, could be a matter of conventional self-interest seeking.
Consistent with this definition, Macneil (1978 Macneil ( , 1980 Macneil ( , 1981 has identified several specific contracting norms. Among the most central relational norms are (1) the expectation of sharing benefits and burdens and (2) restraints on unilateral use of power. Briefly, the norm of sharing implies that costs as well as benefits will be divided between the parties rather than assigned or shifted to any particular one. The norm of power restraint imposes limits on the parties' value-seeking behavior. For in-depth discussions of these and other norms, see Dwyer, Schurr, and Oh (1987), Kaufmann (1987) , and Kaufmann and Stern (1988) . In summary, according to Macneil (1981) , opportunism under relational contracting means that particular relationshipspecific contracting norms are being violated. For a given behavior to qualify for the opportunism label, there must be a norm in place, in the sense that the parties share expectations regarding subsequent behavior (Heide and John 1992).
Consider again the Taco Bell case. Given the novelty of the Taco Bell Express concept, there was no explicit contract that prohibited the franchisor from introducing it. In the long run, depending on the concept's promotional effects, it could also be argued that the concept might expand the "size of the pie" (Jap 1999). At the same time, it was inconsistent with the parties' initial expectations, as was evidenced by the franchisees' willingness to invest in specific assets.
The Fischer-GM relationship, which has received considerable attention in the literature, involves a similar scenario. In their extensive analysis of that relationship, Klein (1996) and Klein and Murphy (1997) describe how the two parties jointly crafted an agreement (based on a combination of exclusivity and cost-plus provisions), whose primary objectives were to ensure ongoing sharing and prevent one party from disproportionate rent acquisition. As it turned out, Fisher abided by the letter of the agreement. However, it subsequently modified its internal manufacturing processes in such a way that it made substantial, and unintended, profits at GM's expense because of the cost-plus arrangement. As Klein's analyses show, Fisher's action violated the norm of the relationship and is therefore categorized as opportunistic in the extant literature (Milgrom and Roberts 1990; Williamson 1996) .
In the preceding discussion, we suggested how an existing relational contract could be opportunistically exploited. So far, however, we have limited our discussion to violations of contracting norms under the original trading conditions (i.e., without exogenous changes of any kind).
According to Macneil (1978) and Williamson (1991a) , relational contracts may also address new circumstances. Specifically, as events unfold in the parties' exchange environment, there may be a need to update the original relationship. Under relational contracting, the updating process is governed by a norm of flexibility (Macneil 1980 ; Noordewier, John, and Nevin 1990). The upshot of a norm of flexibility is the shared expectation that the parties will adapt to changing circumstances.4
As previously, there is a risk that a contracting norm may be opportunistically violated. As an example, consider the relationship between the U.S. soft drink manufacturers and their independent bottlers: 
Forms of Opportunism and Outcomes
The preceding discussion identifies two general categories of opportunistic behaviors, namely, active and passive. As the terms imply, opportunism may occur when a party either 4Norms of flexibility may be informal in nature or expressed in a contract (Ghosh and John 1999). The contract need not specify the actual changes but rather (1) the procedure by which adaptations are to be made, such as a price adjustment clause (e.g., Crocker and Reynolds 1993; Stinchcombe 1985) and/or (2) the expectation that the outcome of the relevant adaptations should not produce inequalities (e.g., Goldberg 1985; Joskow 1985) .
5Notice that the opportunistic party in this case is the reseller, in contrast with the Taco Bell example, in which the supplier engaged in opportunism. As these examples show, opportunism is not limited to any particular party or position in the supply chain. engages in or refrains from particular actions. As we describe subsequently, the specific manifestations of active and passive opportunism depend on whether a particular behavior (or lack thereof) takes place within existing exchange circumstances or whether the original circumstances have changed as a result of exogenous events.
In Figure 1 , we show how active and passive opportunism manifest themselves under existing and new circumstances, respectively.6 We also sketch out the possible effects of the different forms of opportunism on relationship outcomes. We rely here on Kaufmann's (1987) and Ghosh and John's (1999) idea that a relationship should be analyzed from the dual perspectives of (I) creating joint value (i.e., total gains) and (2) claiming a share of it (i.e., wealth distribution). In principle, any form of opportunistic behavior has the potential to both restrict value creation and cause redistribution. However, depending on the specific form of opportunistic behavior, the manner in which wealth creation and distribution is affected will differ. In part, this is because of the mechanisms through which outcomes are created (i.e., costs or revenues).
Consider first passive opportunism. Under existing circumstances (Cell 1 in Figure 1 ), passive opportunism takes the form of shirking, or evasion of obligations. The franchising example used previously, in which a franchisee fails to comply with a franchisor's quality standard, illustrates this scenario. From the franchisee's standpoint, quality shirking produces an immediate benefit in the form of a cost saving. In the long term, to the extent that the shirking creates customer dissatisfaction, the revenues of both the franchisor and other franchisees (i.e., other parts of the system) may also be adversely affected (Klein 1980; Muris 1981 ). As such, opportunistic evasion may influence both wealth distribution and creation.
Passive opportunism under new circumstances takes the form of inflexibility, or refusal to adapt (Cell 2 in Figure I ). In this case, the direct (i.e., out-of-pocket) cost effect of the opportunistic behavior is likely to be minimal. However, it is possible that the opportunistic party will experience a revenue gain in the short term. In Williamson's (199 1a, p. 273) 6Recall from our previous discussion that opportunism may manifest itself both at the relationship initiation stage (i.e., through misrepresentation efforts ex ante) and over time (i.e., ex post). The primary focus of Figure 1 is on ex post opportunism. Figure 1 ) means that one party is engaging in behaviors that were explicitly or implicitly prohibited. The previous example of distributor violation of customer or territory restrictions falls into this category. This form of opportunism may increase the victim's direct costs. For example, a manufacturer that is concerned about opportunistic violations of distribution restrictions may need to invest in systematic and costly monitoring efforts. From a revenue standpoint, the opportunistic party's gains from territory violation come at the expense of other distributors, whose revenue streams are reduced. In addition, these distributors' service provision may be subject to free-riding as a result of the violation (Dutta, Heide, and Bergen 1999). Ultimately, the manufacturer's revenues may suffer as well, to the extent that other distributors reduce their support of the focal brand.
FIGURE 1 Forms of Opportunism and Possible
Cell 4 In summary, the different forms of opportunism are capable of producing different outcomes. Ultimately, both wealth creation and distribution may be affected. However, the mechanisms through which these outcomes are produced may differ radically.
Managing Opportunism: Selecting Governance Strategies
As noted in the previous sections, the nuances among different forms of opportunism have not been fully developed in prior research. At the same time, several strategies have been identified that appear capable in principle of solving opportunism problems. The emphasis in the early transaction cost literature was on the use of monitoring efforts and incentive structures. Indeed, the rationale for vertical integration as a governance strategy rests on the ability to control opportunism through monitoring and incentive schemes (Williamson 1975 ). The subsequent transaction cost literature has demonstrated how the monitoring and incentive properties of organizational hierarchies can be crafted in relationships between independent firms (Lal 1990; Telser 1980 ). The emerging literature has also augmented the early work by suggesting that opportunism can be managed through selection and socialization efforts (Ouchi 1980; Stump and Heide 1996) .
Although prior research has contributed substantially to the understanding of how opportunism can be managed, some key questions remain unanswered. Perhaps most important, the properties of each particular strategy with respect to specific forms of opportunism have not been systematically explored. Our general argument, which is presented subsequently, is that the different governance mechanisms that have been suggested in prior literature possess inherent benefits as well as prerequisites, which must be evaluated with respect to particular manifestations of opportunism. Each mechanism also has the capacity to produce second-order effects beyond controlling opportunism within a particular relationship.
Before discussing each mechanism and its relationship with the different forms of opportunism presented previously, we consider as a starting point how opportunism may occur in the first place. Figure 2 , in which we also summarize much of our previous discussion, illustrates this. In general, opportunism means that behaviors are observed that are inconsistent with some prior contract or agreement (i.e., explicit or relational). These behaviors, which can take any of the four forms shown in Figure 1 , are displayed on the right-hand side of Figure 2 . Hypothetically, these behaviors are seen as taking place at time2, whereas the original contract was established at time,.
As noted by Masten (1988) , opportunistic behaviors can take place under any circumstances. However, certain conditions facilitate opportunism. Recall from our previous discussion that some authors have linked opportunism to various forms of vulnerability (e.g., Barney 1996). Specifically, we alluded to two different forms of vulnerability-namely, (1) information asymmetry regarding a party's attributes or actions and (2) a lock-in condition. In general, information asymmetry means that one party's ability to detect opportunism is limited (Kirmani and Rao 2000) . In turn, this gives the exchange partner the opportunity to pursue opportunistic actions without being caught. Lock-in, in contrast, represents vulnerability because a party cannot leave a given relationship without incurring economic losses. As a consequence, a lockin situation may require a party to tolerate opportunistic behavior. However, information asymmetry need not be an issue.
The specific nature of the vulnerability that exists in a given situation has important implications for how opportunism can be managed. Consider again the different forms of opportunism shown in Figure I In the next sections, we discuss how monitoring, incentives, selection, and socialization can be used to manage different forms of opportunism. As we explain subsequently, each strategy's effectiveness rests, in part, on how the underlying sources of vulnerability are managed. For example, the main purpose of monitoring is to reduce vulnerability in the form of information asymmetry. Indirectly, lower levels of information asymmetry may discourage opportunism in the first place. Notice, however, that monitoring may be illsuited to managing opportunism if the source of the vulnerability is not information related (e.g., lock-in). Such scenarios may require strategies that directly reduce the likelihood that opportunistic behaviors are (actively) pursued or efforts (passively) withheld in the first place. We discuss each mechanism subsequently, starting with monitoring. We summarize our discussion in Table 2 Second, monitoring may require that a certain "zone of indifference" exists within which monitoring is accepted. As an example, consider the effort made by the owner of the 7-Eleven franchise in Japan to monitor franchisees through a computerized cash register that linked stores electronically to corporate headquarters (Shirouzu and Bigness 1997). This system enabled the franchisor to monitor directly both store sales and the time spent by store managers on various tasks. Not surprisingly, this system created great frustration 
Incentives
General purpose. In the original transaction cost framework (e.g., Williamson 1975), one of the inherent benefits of an organizational hierarchy is its ability to administer incentives that reduce the payoff from opportunistic behavior. Recent research on so-called self-enforcing agreements (e.g., Kaufmann and Lafontaine 1994; Telser 1980) has suggested that similar effects can also be achieved in relationships between independent firms. The basic premise of such agreements is to align parties' individual interests by creating an incentive structure that makes the long-term gains from cooperative behavior exceed the short-term payoff from opportunism. If such agreements are appropriately structured, they reduce the likelihood of opportunism in the first place.
Self-enforcing agreements can take a variety of forms. Williamson (1983) discusses the use of hostages, in the form of assets that have limited salvage value in other relationships. For example, franchisors require franchisees to make investments in dedicated equipment, procedures, and train-ing (Rubin 1990 ). In the event of franchisee shirking, or passive opportunism as in Cell 1 of Figure 1 , the franchisor can fail to renew the contract or perhaps limit expansion possibilities (Hadfield 1990 ). Thus, the potential economic loss serves as a disincentive for opportunism.
Incentives can also be created by means of price or margin premiums (a form of an efficiency wage). Rao and Bergen (1992) demonstrate that buyers compensate suppliers for quality maintenance by paying price premiums that exceed the marginal cost of producing high quality. After repeat sales, the price premiums yield supplier profits that exceed the short-term payoff from opportunistic quality debasement. Similarly, Dutta, Bergen, and John (1994) show how manufacturers can pay their resellers margin premiums as an incentive to comply with assigned territorial restrictions. Under this scenario, the objective is to discourage active opportunism (Cell 3 in Figure 1 ) by creating a (future) revenue stream of sufficient value.
Self-enforcing contracts are also capable in principle of managing opportunism under new circumstances (Cells 2 and 4 in Figure 1) . However, their effectiveness may change depending on the circumstances surrounding the relationship (Casson 1991). Telser (1980, p. 49) notes that "a selfenforcing agreement between two parties remains in force only as long as each party believes himself to be better off by continuing the agreement than he would be by ending it." Consider the use of hostages in the form of specific assets as an example. Under conditions of high technical change, there is a risk of asset obsolescence that decreases the value of the hostage to the party holding it. Thus, the self-enforcing range of the original agreement may change and subsequently increase the risk of opportunism (Klein 1996) .
As an example, consider Gulati, Khanna, and Nohria's (1994) description of the alliance between a U.S.-based designer of disk drives and a Japanese disk drive manufacturer. The Japanese firm agreed to manufacture disk drives for the U.S. firm in exchange for the rights to market them in Asia. To signal its commitment to the relationship, the Japanese firm offered a hostage in the form of a $6 million investment in tooling. Shortly thereafter, a technology shift forced the U.S. firm to modify its design. This in turn meant that a large portion of the initial hostage offered by the Japanese firm lost its value to the U.S. firm. To signal its continued commitment to the relationship, the Japanese firm unilaterally absorbed the costs of adjusting its manufacturing process. The example illustrates how technological change may alter the existing incentive structure in a relationship. More generally, the preceding discussion highlights the potential limitations of incentive design as a strategy for controlling opportunism under new circumstances.
Prerequisites and effects on opportunism. Incentive arrangements possess several prerequisites. Extracting a hostage from another party may require a certain degree of bargaining power (Rubin 1990 ). Paying a price or margin premium does not require ex ante bargaining power but may create a financial burden, especially if the premiums must be matched across several relationships.
Furthermore, deploying incentives may require the availability of certain types of information. Kreps (1990, p. 105) argues as follows: "When one player cannot observe directly that the agreement is being carried out, and when this player can only rely on noisy, indirect observations, the problem of finding self-enforcing arrangements is vastly more complicated.... As we become less and less able to observe compliance, we become less and less able to use this device at all."
We offer two specific examples of this problem. First, Klein and Leffler's (1981) original argument for the use of price premiums to discourage opportunistic quality cheating only holds for experience goods, for which buyers can ascertain quality at some point in time. The logic of disciplining suppliers by denying them repeat purchases does not hold for credence goods (Darby and Karni 1973), for which neither search nor actual experience provides an accurate indication of quality. Although true credence goods are rare, the more difficult it is for a buyer to evaluate quality (and, conversely, to detect opportunism) at a given time, the lower is the value of price premiums as enforcement devices.
Second, Axelrod's (1984) principle of using a "tit-fortat" strategy to promote cooperation in a repeated prisoner's dilemma game only holds if the players can accurately distinguish between opponent cooperation and defection on a given move and can select their own strategy accordingly. Thus, in the absence of information, incentive arrangements may risk market failure at another level in the relationship.
This suggests that strategies based on reducing information asymmetry (e.g., monitoring) and incentives may complement each other. For example, using incentives to manage opportunistic inflexibility, as in Cell 2 of Figure 1 , may be an ineffective strategy if refusals to adapt can go undetected. If so, incentive deployment may need to be combined with monitoring. Second-order effects. In addition to aligning interests within a given relationship, some of the incentive strategies discussed previously may also have second-order benefits of various kinds. For example, a hostage may serve as a quality assurance device for end customers. In addition, sunk investments, to the extent that they are dedicated to a particular relationship, may be highly productive, from the standpoints of both reducing costs and increasing revenues. For example, dedicated supply chain integration systems often have such properties (Womack and Jones 1996).
Selection
General purpose. In principle, the most straightforward way of managing opportunism is to select exchange partners a priori that are not opportunistically inclined or are inherently cooperative with respect to a particular task (Orbell and Dawes 1993). As described by McMillan (1992, p. 92), "If you want a ditch dug, it is a good idea to hire a fitness fanatic, who will do the work eagerly, regarding it as a workout." Similarly, "you are likely to get good treatment from a physician who finds it an interesting intellectual puzzle to diagnose your illness."7 71n essence, the challenge in both of these situations is to identify a party that naturally or inherently possesses the right incentives in regard to the task in question.
In marketing contexts, selection efforts are implemented through screening and qualification programs of various kinds. For example, franchisors seek to minimize the risk of quality shirking (Cell 1 in Figure 1 ) by subjecting potential franchisees to comprehensive screening processes. Similarly, automobile manufacturers subject their component suppliers to formal qualification programs to prevent subsequent quality problems.
Prerequisites and effects on opportunism. Traditionally, transaction cost theory has deemphasized the role of selection in managing opportunism. Two particular limitations are noteworthy. First, although careful selection may identify parties that possess the appropriate skills, it does not in itself guarantee that the skills in question will be used in the ongoing relationship (Mishra, Heide, and Cort 1998). Thus, passive opportunism in the form of shirking (Cell 1 in Figure 1 ) could still present a problem.8 Second, selection efforts that are based on existing attributes or criteria may offer limited protection against opportunism under new circumstances (Cells 2 and 4 in Figure 1) .
How can selection efforts be used to solve these particular opportunism problems? We suggest two strategies pertaining to ( 1 ) the nature of the selection process itself and (2) the specific criteria used, respectively.
Consider first the process. Xerox Corporation demands that all potential suppliers participate in a customized certification process, which includes the so-called Xerox Multinational Supplier Quality Survey. The certification process serves two particular purposes. First, the ability to observe potential suppliers on a trial basis enables Xerox to reduce information asymmetry with respect to supplier skills and eliminate from consideration suppliers that fail to meet certain minimum standards. Second, the process permits appropriate suppliers to self-select into the relationship by demonstrating their willingness to undergo certification. To the extent that participating in a certification program involves an investment of time and money on a supplier's part, only suppliers that adhere to Xerox's criteria over time will get a return on their investment through repeat sales. As such, a customized certification program may constitute a safeguard against (passive) shirking or evasion (Cell 1 in Figure 1 ). It may also increase a party's motivation to adapt to new circumstances, as long as the relationship remains within the self-enforcing range of the original incentive structure (Klein 1996) . As such, selection efforts may also serve as a safeguard against inflexibility, as in Cell 2 of Figure 1.9 The logic of a costly selection process may also be applied to the selection criteria themselves. If a selection criterion can be identified a priori whose subsequent contradiction involves a monetary loss, it enables partners with appropriate skills and motivations to self-identify.
A firm's reputation may serve such a purpose (Ganesan 1994; Kumar, Scheer, and Steenkamp 1995; Weigelt and Camerer 1988; Weiss, Anderson, and MacInnis 1999). In a similar fashion to the cost of a certification process, establishing a reputation involves costs that can be recaptured only through repeat sales. As such, an existing reputation provides a disincentive for opportunistic behavior.
For example, Calyx & Corolla established a partnership with Federal Express to support its strategy of delivering fresh-cut flowers directly from growers to buyers with guaranteed delivery dates.10 From Calyx & Corolla's standpoint, Federal Express's existing reputation for delivery provided assurance that it was both able and motivated to support Calyx & Corolla's strategy. Thus, an existing reputation or past behavior in other relationships can be used as a criterion for judging ability and motivation in a current one (Shapiro 1983) .
Some additional prerequisites for selection need to be pointed out. First, the previously mentioned cost argument assumes that certain relationships hold. Specifically, the cost of participating in a certification program must exceed the short-term payoff from opportunistic misrepresentation. In addition, the rewards to appropriate partners for honest disclosure (i.e., the net present value of future sales) must outweigh the initial cost of participating in the selection process (Farrell and Gibbons 1995) .
Second, it is important to identify criteria that do not produce self-selection biases. For example, cost considerations sometimes motivate firms to adopt search proxies that fail to provide valid information about the attributes in question. Staten and Umbeck (1986) provide an example involving the Office of Workers' Compensation Programs and its effort to link job stress among air traffic controllers and disability compensation claims. In the absence of a readily available measure of stress, the organization decided to rely on self-reports of job-related stressful incidents. As it turned out, the adoption of this proxy created an incentive for controllers to alter their job performance by reporting aircraft separation errors. Thus, the particular criteria used in a given situation may produce self-selection biases.
Third, a reputation possesses certain inherent limitations as a selection device. Most important, for a reputation to be valuable, it is necessary for information to be available to firms about other firms' past and current behaviors. In Sappington's (1991) terminology, reputations require public observability of outcomes. For example, Brickley, Smith, and Zimmerman (1996) note that quality cheating in the diamond trade in New York is quite rare, because the market is dominated by a close-knit community of Hasidic Jews among whom information about opportunistic behavior spreads rapidly. In contrast, Hadfield (1990) notes that the reputation of a given franchisor may carry little informa8Theoretically, selection efforts may solve the adverse selection problem, but moral hazard problems may still prevail. 91t should be noted that this example takes a single-sided perspective on the opportunism problem. Specifically, a supplier that incurs the cost of undergoing certification increases its lock-in in relation to the buyer and consequently may face a problem with buyer opportunism. We thank one of the reviewers for this suggestion.
IoHarvard Business School Case #9-592-035; "Calyx & Corolla." tional value to potential franchisees. Specifically, in evaluating terminations of past franchisees, it is difficult for new ones to make appropriate attributions among franchisor opportunism, bad management, and market conditions. Thus, information asymmetry may permit a firm to "milk" its reputation opportunistically for some time (Shapiro 1982) .
Fourth, a reputation can be systematically manipulated opportunistically. Williamson (1991b) describes how a firm may fail to reveal or may distort its experiences with a trading partner as a means of misleading its own rivals. Similarly, Hadfield (1990) discusses how franchisees may mislead prospective buyers in this fashion. Specifically, a franchisee that has been exposed to opportunistic behavior on the part of a given franchisor will be reluctant to discourage buyers by disclosing the franchisor's true behavior.
Second - 
Socialization
General purpose. Selection strategies, as described previously, are based on the general premise of identifying exchange partners that possess the inherent skills and/or motives to perform a particular task. In principal-agent terminology, the primary purpose of selection is to identify agents whose goals are consistent with those of the principal. An alternative strategy is to use socialization processes to make the agent internalize the principal's goals.
To place the concept of socialization in perspective, consider sociological critiques that transaction cost theory is based on an undersocialized view of human behavior. For example, Granovetter (1985) argues that transaction cost theory has failed to recognize that economic transactions frequently are embedded in social relationships that mitigate the risk of opportunism. More recently, researchers have described behaviors in exchange relationships that are not motivated by reputational concerns and persist even in socalled end games (Uzzi 1996) .
According to this view, one apparent solution to the opportunism problem is to deploy deliberately socialization tactics that promote goal convergence. There are many examples of firms that rely extensively on socialization programs of various kinds. For example, McDonald's uses its management institute, commonly referred to as "Hamburger University," both to teach business skills and to promote its corporate philosophy. As noted in The Economist (1999), McDonald's is as concerned with getting everyone to "march to a single McDrum" as with promoting technical efficiency. Toyota and other firms organize special seminars for dealers during which greater emphasis is placed on the firm's values than on strategy and selling skills per se (Zellner 1989 To the extent that socialization efforts are effective, they directly reduce the likelihood that opportunism will take place regardless of the level of vulnerability present, consistent with our previous definition. Complete socialization would permit a party to tolerate vulnerability in the form of lock-in and information asymmetry. As such, as a governance strategy, socialization does not possess any inherent limitations with respect to any of the four forms of opportunism in Figure 1 .
Prerequisites and effects on opportunism. The effectiveness of socialization as a strategy for managing opportunism rests on its completeness, or its ability to promote values that apply across contexts or situations. This potential limitation is well illustrated in Montgomery's (1998) effort to add precision to the embeddedness concept.
Recently, rational choice theorists have attempted to formalize Granovetter's (1985) argument by equating embeddedness with mutual cooperation in a repeated prisoner's dilemma game (e.g., Gibbons 1992). As noted by Montgomery (1998), rational choice and embeddedness theory share an assumption about how a prisoner's dilemma game is played. Specifically, each makes the assumption that games are played by individuals who possess fixed characteristics and preferences-either a businessperson who attempts to maximize payoffs or a friend who adopts a general rule of cooperation. Montgomery challenges these assumptions of a unitary actor and suggests the alternative view that individuals consist of collections of roles. Ultimately, these roles, rather than the individuals, constitute the players in a game. Furthermore, instead of assuming endogenous altruism or fixed playing rules, Montgomery argues that different situations evoke different roles in individuals. From a practical standpoint, the key is to understand how transitions among roles take place.
The previous discussion raises another issue, namely, the level at which opportunism takes place. Although Williamson (1993) discusses how people are opportunistically inclined, much of the extant transaction cost work implicitly treats opportunism as a firm-level phenomenon. Some interesting insights can be gained by examining the different roles individuals play within the firm and within an exchange relationship.
As a specific example, consider the context of franchised automobile repair, in which a given franchisee's customer relationships are mediated by individual mechanics (Mishra, Heide, and Cort 1998). At the firm level, the franchisee (e.g., firm) may act opportunistically toward both the franchisor and the end customers by failing to supervise the mechanics (Muris 1981 ). This would constitute passive opportunism in the form of evasion (Cell 1 in Figure I ), according to our previous framework. However, the mechanic may either exacerbate or alleviate the firm's opportunistic tendencies, depending on the specific role that is pursued. Regarding the former, the mechanic may aggravate the initial problem by (passive) shirking. In addition, as is discussed in the final section, individual agents may actively prescribe services that exceed the customer's actual needs. However, it is also possible that individual agents whose roles are more closely aligned with the customer may correct a firm's opportunistic tendencies. Thus, the role pattern at the individual level determines the nature of the product the end customer receives.
Differences in roles may also provide some insight into how opportunism under new circumstances can be managed. Kanter (1989) and Lyons, Krachenberg, and Henke (1990) describe the difficulties some U.S. automobile manufacturers experienced when changing market conditions required the adoption of a partnership approach toward their component suppliers. Specifically, corporate-level initiatives to pursue cooperative relationships were systematically undermined by individual purchasing agents who continued to treat suppliers in an opportunistic fashion. Established commitment to old roles and/or insufficient socialization into new ones contributed to the problem. Second-order effects. In a fashion similar to the other strategies, socialization efforts may have benefits that extend beyond a particular relationship. First, the socialization process may serve a promotional or signaling purpose. For example, Ritz-Carlton relies on its "Gold Standard" of employee values in both its internal and external communication efforts (Berry 1995). Second, socialization processes may also be used as screening devices or to attract partners that either possess the appropriate values or are willing to participate in the socialization process.
Concluding Observations
The framework shown in the previous section integrates different forms of opportunism with particular governance strategies. Its primary purposes are to (1) provide some heuristics for managerial decision making and (2) suggest avenues for further research. In this final section, we expand on the agenda for further research. Specifically, we discuss opportunism as managing over-and undersupply of quality and the problem of eliminating versus tolerating opportunism.
Opportunism as Under-or Oversupply of Quality
Throughout much of this article, opportunism has been discussed as some form of cheating or undersupply relative to an implicit or explicit contract. For example, the traditional moral hazard problem, which is subsumed within the larger opportunism umbrella (Williamson 1993) , describes how information asymmetry enables one party to supply lower levels of quality or output than was contracted for.
On the basis of our previous definition, such behavior is passive in nature. Consider, however, whether an opposite scenario may exist, in which one party violates a contract actively by providing output or quality levels in excess of (1) There are many examples of such a scenario. In the health care industry, Swedlow and colleagues (1992, p. 1506) note that magnetic resonance imaging scans were medically inappropriate 38% more often when ordered by self-referring physicians. Similarly, The Economist (1996) describes an "overprescription machine," in which physicians prescribe excessive quantities of expensive drugs to patients. In the context of automobile repair, Sears's mechanics were found to prescribe and charge for repair services and parts that far exceeded customers' actual requirements (Patterson 1992) .
As in the conventional moral hazard models of quality cheating (e.g., Holmstrom 1979), violations such as these can take place because of information asymmetry among the relevant parties. However, unlike the standard moral hazard problem, in which the customer lacks information ex post about the quality level supplied, the risk of overprovision may also arise from customer uncertainty ex ante regarding actual needs or requirements.
An interesting research question is which governance mechanisms lend themselves to solving the overprovision problem. This problem becomes particularly complex when the exchange in question comprises more than two parties. For example, as noted previously, car repair services often involve complex relationships among (1) franchisors, (2) franchisees, (3) mechanics, and (4) end customers (Mishra, Heide, and Cort 1998). In principle, all the mechanisms discussed previously are available, though particular care must be taken in their implementation. For example, Sears's problems were due in part to a flawed incentive system that rewarded mechanics for overprescribing parts and repairs.
Eliminating Versus Tolerating Opportunistic Behavior
Explicitly or implicitly, the focus in the extant transaction cost literature has been on deploying governance mechanisms that are capable of eliminating opportunism. Recently, however, Dutta, Bergen, and John (1994) have suggested the somewhat counterintuitive idea that establishing a tolerance limit for opportunistic behavior may be a more fruitful approach than striving for complete elimination.
Why may that be the case? Consider again the prerequisites for deploying the various strategies. In some situations, administering a governance apparatus that is sufficiently stringent to eliminate opportunism entirely may be so costly that it outweighs the benefits. In Dutta, Bergen, and John's (1994) example, the focus is on using self-enforcing agreements based on margin premiums to ensure distributor adherence to assigned sales territories. Paying a distributor above-market margins represents an ongoing revenue stream to the distributor as long as it honors the assigned sales agreement. In the event of opportunistic violations of the territory, the manufacturer can terminate the agreement, a threat that reduces the likelihood of opportunism. Notice, however, that designing such a self-enforcing setup involves a cost to the manufacturer in the form of an efficiency wage, or "margin premium" in Dutta, Bergen, and John's (1994) terminology. As shown by these authors, if the margin required to discourage opportunism is sufficiently high, it may be profitable for a firm to tolerate a nonzero level of opportunism. Thus, a firm is required to make a trade-off between managing opportunism and economizing on governance costs.
In our terminology, the previous logic pertains to the firstorder considerations, that is, within a given relationship. The decision whether to tolerate some level of opportunism must also account for possible second-order effects. For example, allowing a particular distributor to violate territorial restrictions may cause difficulties with regard to other distributors whose revenue streams are expropriated. It may also attract inherently unattractive distributors to the overall channel. In principle, however, we believe that viewing opportunism as a policy variable that is subject to cost-benefit assessments represents an important avenue for further research.
